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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITOR’S REPORT

To the President and
Members of the Village Council
Village of Port Sanilac, Michigan

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the Village of Port Sanilac, Michigan, as of and for the year ended June
30, 2004, which collectively comprise the Village’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the Village of Port Sanilac’s management.
Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

As discussed in Note 1, the Village of Port Sanilac, Michigan prepares its financial statements on a
modified cash basis, which is a comprehensive basis of accounting other than accounting principles
generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position-modified cash basis of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the Village of Port Sanilac, Michigan as of June 30, 2004, and the
respective changes in financial position-modified cash basis thereof for the year then ended in conformity
with the basis of accounting described in Note 1.

As discussed in Note 11 to the basic financial statements, the Village and its component units adopted
Governmental Accounting Standards Board Statement No. 34 and related statements as of and for the
year ended June 30, 2004. This resulted in a change in the Village’s basic financial statement format and
content.

In accordance with Government Auditing Standards, we have also issued a report, dated July 22, 2004,
on our consideration of the Village of Port Sanilac, Michigan’s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts, and grants. This
report is an integral part of an audit performed in accordance with Government Auditing Standards, and
should be read in conjunction with this report in considering the results of our audit.

1979 Holland Avenue, Port Huron, Michigan 48060 (810) 984-3829 Fax (810) 984-8943




The Management’s Discussion and Analysis on pages 3 through 10, and schedules of budgetary
comparisons on pages 45 through 49 are not a required part of the basic financial statements but are
supplementary information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However, we did
not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise Village of Port Sanilac, Michigan’s basic financial statements. The combining and individual
nonmajor fund financial statements are presented for purposes of additional analysis and are not a
required part of the basic financial statements. The combining and individual nonmajor fund financial
statements have been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, are fairly stated in all material respects in relation to the basic financial

statements taken as a whole.
W Lheanrmre V’W
Certified Public Accountants

July 22, 2004




MANAGEMENT DISCUSSION AND ANALYSIS

This section of the Village of Port Sanilac’s annual financial report presents the Village’s financial
performance during the fiscal year that ended on June 30, 2004 with the limitations of the Village’s
modified cash basis of accounting. Please read it in conjunction with the Village’s financial statements,
which follows this section. Since this is the first year of implementation of GASB No. 34, comparative
data to the prior year is not available in all instances. It is included in this report when available and
appropriate. In subsequent years, comparative data with the prior year will be available.

FINANCIAL HIGHLIGHTS

The Village’s total revenues exceeded total expenses, on the modified cash basis of accounting, by
$151,182 for the year, resulting in an increase in total net assets of 8.4 percent over the previous year.

The Village participated in the Michigan Drinking Water Revolving Fund during the year by drawing
down $1,922,548 to fund water system improvements.

The Village’s General fund ended the year with a fund balance of $134,292, which represents
approximately 35 percent of reoccurring expenditures of the general fund.

OVERVIEW OF THE FINANCIAL STATEMENTS

Report Components —-

The annual report consists of four parts as follows:
Basic Financial Statements

Government-Wide Financial Statements: The Statement of Net Assets and the Statement of
Activities (on pages 11-13) provide information about the activities of the Village government-wide
and present a longer-term view of the Village’s finances.

Fund Financial Statements: Fund financial statements (starting on page 14) focus on the individual
parts of the Village government. Fund financial statements also report the Village’s operations in
more detail than the government-wide statements by providing information about the Village’s most
significant (“major”) funds. For governmental activities, these statements tell how these services
were financed in the short-term as well as what remains for future spending. For proprietary
activities, these statements offer short-term and long-term financial information about the activities
the Village operates like businesses, such as the water, sewer, and trash services.

Notes to the Financial Statements: The notes to the financial statements are an integral part of the

government-wide and fund financial statements and provide expanded explanation and detail
regarding the information reported in the statements.
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Required Supplementary Information: This Management’s Discussion and Analysis and the
General fund Budgetary Comparison Schedule (starting on page 41) represent financial information
required by GASB to be presented. Such information provide users of this report with additional
data that supplements the government-wide statements, fund financial statements, and notes (referred
to as “the basic financial statements™).

Other Supplementary Information: This part of the annual report (starting on page 43) includes
optional financial information such as combining statements for nonmajor funds (which are added
together and shown in the fund financial statements in a single column) and budget comparisons for
special revenue funds. This other supplemental financial information is provided to address certain
specific needs of various users of the Village’s annual report.

Basis of Accounting

The Village has elected to present its financial statements on a modified cash basis of accounting.
This modified cash basis of accounting is a basis of accounting other than generally accepted
accounting principles. Basis of accounting is a reference to when financial events are recorded, such
as the timing for recognizing revenues, expenses, and their related assets and liabilities. Under the
Village’s modified cash basis of accounting, revenues and expenses and related assets and liabilities
are recorded when they result from cash transactions, except for the recording of depreciation
expense on capital assets in the government-wide financial statements for all activities and in the
fund financial statements for proprietary fund activities.

As aresult of the use of this modified cash basis of accounting, certain assets and their related
revenues (such as accounts receivable and revenue for billed or provided services not yet collected)
and certain liabilities and their related expenses (such as accounts payable and expenses for goods or
services received but not yet paid, and accrued expenses and liabilities) are not recorded in these
financial statements. Therefore, when reviewing the financial information and discussion within this
annual report, the reader should keep in mind the limitations resulting from the use of the modified
cash basis of accounting.

Reporting the Village as a Whole
The Villages Reporting Entity Presentation

The annual report includes all activities for which the Village Council is fiscally responsible. These
activities defined as the Village’s reporting entity, are operated as the primary government and other
separate legal entities that are included as component units.

The Government-Wide Statement of Net Assets and the Statement of Activities

Our financial analysis of the Village as a whole begins on page 11. The government-wide financial
statements are presented on pages 11 and 12. One of the most important questions asked about the
Village’s finances is, “is the Village as a whole better off or worse off as a result of the year’s
activities?” The Statement of Net Assets and the Statement of Activities report information about the
Village as a whole and about its activities in a way that helps answer this question. These statements
include all of the Village’s assets and liabilities resulting from the use of the modified cash basis of
accounting.




These two statements report the Village’s net assets and changes in them. Keeping in mind the
limitations of the modified cash basis of accounting, you can think of the Village’s net assets the
difference between assets and liabilities as one way to measure the Village’s financial health or
financial position. Over time, increases or decreases in the Village’s net assets are one indicator of
whether its financial health is improving or deteriorating. You will need to consider other
nonfinancial factors, however, such as changes in the Village’s sales tax base and the condition of
the Village’s roads, to assess the overall health of the Village.

In the Statement of Net Assets and the Statement of Activities, we divide the Village into three kinds
of activities:

o Governmental activities. Most of the Village’s basic services are reported here, including
the police, fire, general administration, streets, parks and recreation. Property taxes, fees, and
state funds finance most of these activities.

e Business-type activities. The Village charges a fee to customers to help it cover all or most
of the cost of certain services it provides. The Village’s water, sewer, and sanitation systems
are reported here.

e Component units. Although separate, the Downtown Development Authority and Port
Authority (Harbor) are important because the Village is financial accountable for them.
Separate financial statements are not issued for the component units; they are included in the
financial statements as discrete columns.

Fund Financial Statements

The fund financial statements provide more detailed information about the Village’s most significant
funds; not the Village as a whole. Funds are accounting devices that the Village uses to keep track of
specific sources of funding and spending for particular purposes. Some funds are required by State
law and/or by bond covenants. The Village Council establishes other funds to control and manage
money for particular purposes or to show that it is properly using certain taxes and other revenues.

The Village has three kinds of funds:

o Governmental funds — Most of the Village’s basis services are reported in governmental funds
(all funds except water, sewer, trash, and internal service), which focus on how money flows into
and out of those funds and the balances left at year end that are available for spending. These
funds are reported using the current financial resources measurement focus which measures cash
and all other financial assets that can readily be converted to cash. The governmental fund
statements provide a detailed short-term view of the Village’s general government operations and
the basic services it provides. We describe the relationship (or difference) between
governmental activities and governmental funds in reconciliation schedules (Statement of Net
Assets and Statement of Activities) on pages 15 and 17.

e Proprietary Funds — Proprietary Funds use the economic resources measurement focus, which is
the same type used by private business. The Village maintains two types of proprietary funds.

Enterprise funds are used to report the same functions presented as business-type activities in
the government-wide financial statements. The Village uses enterprise funds to account for
the activities of the water, sewer, and trash services.

Internal Service Funds are an accounting device used to accurmnulate and allocate cost
internally among the Village’s various functions. The Village uses an internal service fund
to account for the activities of its special equipment fund.
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Because these services predominantly benefit governmental rather than business-type functions,
they have been included within the governmental activities in the government-wide statements.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary financial statements provide separate
information for the water, sewer, and trash funds, which are considered major funds of the
Village. The Village’s Internal service fund is presented in the proprietary fund financial
statements in the governmental activities — Internal Service Fund column.

e Fiduciary Funds — Fiduciary Funds are used to account for resources held for the benefit of
parties outside the government. Fiduciary funds are not reflected in the government-wide
financial statements because the resources of those funds are not available to support the
Village’s own programs. The accounting used for the fiduciary fund is much like that used for
proprietary funds.

FINANCIAL ANALYSIS OF THE VILLAGE AS A WHOLE
Net Assets — Modified Cash Basis —

The Village’s combined net assets are $1,953,188. Our analysis below focuses on the net assets
(Table 1) of the Village’s governmental and business-type activities. Comparison data from the prior
year is not available for each line item as this is the first year of implementation of the new
Governmental Accounting Standard Board Statement No. 34. In future yeas a comparative analysis
of government wide data will be presented in full.

Table 1
Net Assets Modified Cash Basis of

Governmental and Business-type Activities
June 30, 2004

Governmental Business-type Total
Activities Activities Government
Current and other assets $ 407,763 8 515,303 . § 923,066
Capital Assets — net 331.640 2.688.611 3.020.251
Total Assets 739.403 3,203.914 3.943.317
Long-term debt outstanding 67,345 1,922,548 1,989,893
Other liabilities - 236 1236
Total liabilities 67.345 1.922.784 1.990.129
Net Assets:
Invested in capital assets, net
of debt 331,640 766,063 1,097,703
Restricted - 476,073 476,073
Unrestricted 340418 38.994 379.412

Total Net Assets 3 672,058 $ 1,281,130 $1.953.188
-6 -




Governmental Activities —

Governmental activities for the Village include four major activities: General Government, Public
Safety, Public Works and Parks/Recreation. General government includes the Legislative,
Administrative, and Clerk departments. Public safety includes the police and fire departments.
Public works includes primarily the Department of Public Works and building and maintenance of
the major and local roads. The Village Parks and Recreation department, South Ramp, and Bark
Shanty Community Center comprise the Parks/Recreation activity.

The largest revenue for governmental activities is the general operating property tax.

State shared revenue was $59,574 for 2004. The State of Michigan collects sales tax and
redistributes a portion of these collection to local jurisdictions. State revenue sharing is a major
source of revenue for the Village. It is somewhat volatile since it fluctuates with the economy and
the legislature’s appropriation.

To assist in maintenance and repair of the road system, the Village receives Michigan Transportation
Fund money that accounted for $53,580 listed under program revenues. This money varies from year
to year based on state revenues at the gasoline pumps. The Village also received a county voted
millage that amounts to $41,051 for 2004 to be used on roads or related expenditures.

Table 2 below presents the cost of each of the Village programs; general government, public safety,
public works and recreation and cultural, and each program’s net cost. The net cost shows the
financial burden that was placed on the Village’s general fund (primary from property tax and State
shared revenue) by each of these functions.

Table 2
Governmental Activities

June 30,2004

Total cost Net Cost

of Services of Services
General Govermunent $ 115,949 $ 103,484
Public Safety 134,976 76,457
Public Works 171,912 108,333

Recreation and Cultural

Totals

20,473

S 443310

9,046

S 297,320




Business-type Activities

The Village has three business-type activities — water, sewer and trash. Revenues of these activities
(see Table 3) increased net assets by $85,224.

Table 3
Changes in Net Assets of Business-type Activities
June 30, 2004

Revenues -

Charges for Services $ 310,393

Other 66.522

Total Revenues 376,815
Expenses —

Water, sewer, trash 264,590
Net operating income 112,325

Transfers (_27.101)
Increase in Net Assets $ 85224

FINANCIAL ANALYSIS OF THE VILLAGE’S FUNDS

As the Village completed the year, its general governmental funds (as presented in the balance sheet
on page 14) reported a combined fund balance of $364,321.

General Fund Budgetary Highlights

There were no amendments by the Village Council to the original budget passed in June 2003. Even
though the budget is passed by the Village Council prior to the beginning of the fiscal year, all
expenditures are reviewed and approved as they occur through out the year. During the budget
process the Council discusses major projects proposed for the upcoming year.

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

At the end of 2004, the Village had a book value of $3,020,251 invested in a broad range of capital
assets, including police, fire and DPW equipment, buildings, park facilities, roads, and water and
sewer lines. Refer to Table 4 below for a schedule showing the Capital Assets at year ended June 30,
2004 for both the Governmental and the Business-type activities. There is also a total column for the
Total Primary Government.




Table 4

Capital Assets at Year End
(Net of Depreciation)
June 30, 2004
Governmental Business-type Tatal
Activities Activities Government
Land and land improvements 3 12,000 3 - $ 12,000
Construction-in-progress - 1,947,454 1,947,454
Buildings & Improvements 205,536 - 205,536
Machinery & Equipment 49,205 9,827 59,032
Vehicles 50,895 - 50,895
Improvements other than buildings 14,004 - 14,004
Water & Sewer systems - 731.330 731.330

$.331.640 32688611  33.020251

The major addition to capital assets was the water system improvement project which had costs of
$1,947,454 as of June 30, 2004.

Debt

At year end the Village had a $1,922,548 obligation to the State of Michigan through participation in
the Drinking Water Revolving Fund through which the Department of Environmental Quality Bonds
have been sold in the amount of $2,135,000. There is $212,452 available for the Village to draw
from the fund.

More detailed information about the Village’s long-term liabilities is presented in Note 8 of Notes to
Financial Statements.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

The Village of Port Sanilac is primarily a resort community located in Sanilac County, Michigan. The
Village is on Lake Huron and is in proximity to the Detroit metropolitan area with several major
roadways, including Interstate Highway 94.

In fiscal year 2004, the general fund had a surplus of $5,448. The current unreserved fund balance for
the general fund is $134,292. The $134,292 represents approximately 35% of total expenditures of the
General Fund for 2004. The Village relies heavily on property taxes and operated at the state-authorized
tax rate limit after application of Proposal A and Headlee.

The Village has adopted a balanced budget for fiscal year 2005. The Village’s elected and appointed
officials considered many factors when setting the 2005 budget, including tax rates and fees that will be
charged for the Village’s activities. The expenditures budgeted for the 2005 general fund increased $366
from fiscal year 2004. The revenue from property taxes was budgeted at $332,392 or about the same as
last year’s collection . The legislature may cut the State Revenue Sharing appropriation 17% from fiscal
year 2004 levels which is a concern for the Village. During 2005 the Michigan Drinking Water Fund
project will be completed and payments on the loan will begin.
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REQUESTS FOR INFORMATION

This financial report is designed to provide our citizens, taxpayers, customers and investors and creditors
with a general overview of the Village’s finances and to show the Village’s accountability for the money
it receives. If you have questions about this report or need additional financial information, contact

James Matson, Village Treasurer, by mail at 46 N. Ridge Street, P.O. Box 328, Port Sanilac, MI 48469
or by phone at 810-622-9963,

-10 -




BASIC FINANCIAL STATEMENTS




VILLAGE OF PORT SANILAC, MICHIGAN

STATEMENT OF NET ASSETS - MODIFIED CASH BASIS

ASSETS:

Cash and cash equivalents

Investments

Due from state

Intemnal balances

Due from fiduciary funds

Due from primary government

Advance to other funds

Restricted Assets -
Investments

Capital assets (net of accumulated depreciation)

Assets not being depreciated
Assets being depreciated
Total Assets

LIABILITIES:
Due to component units
Non-current liabilities
Due within one year
Due in more than one year
Total Liabilities

NET ASSETS:
Investment in capital assets,
net of related liabilities
Restricted
Debt Service
Acquisition/construction of capital assets
Unrestricted

Total Net Assets

JUNE 30, 2004
Primary Government
Governmental Business Type Component
Activities Activities Total Units
3 259,926 % 305,030 § 564,956 § 102,613
115,340 162,365 278,205 71,643
17,763 - 17,763
14,132 ( 14,132) -
102 - 102 -
- - - 236
- 62,040 62,040
. - - 70,000
12,000 1,947,454 1,959,454 37,000
319,640 741,157 1,060,797 728,298
739,403 3,203,914 3,943,317 1,009,790
- 236 236 -
22,500 80,000 102,500 20,000
44,845 1,842,548 1,887,393 62,778
67,345 1,922,784 1,990,129 82,778
331,640 766,063 1,097,703 765,298
- 89,023 89,023 -
- 387,050 387,050 -
340,418 38,994 379,412 161,714
3 672,058 & 1,281,130  $ 1,953,188 § 927,012

The accompanying notes are an integral part of these financial statements.
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VILLAGE OF PORT SANILAC, MICHIGAN

STATEMENT OF ACTIVITIES - MODIFIED CASH BASIS
FOR THE YEAR ENDED JUNE 30, 2004

Program Revenues
Operating Capital
Charges for Grants and Grants and
Functions/Programs Expenses Services Contributions Contributions
Primary Government
Governmental activities:
General Government S 115,949 S 12,465
Public Safety 134,976 53,799 4,720
Public Works 171,912 9,999 53,580 -
Recreation and Culture 20,473 11,427 -
Total governmental activities 443,310 87,690 58,300 -
Business type activities
Water 129,805 192,964 - -
Sewer 70,161 47,806 - -
Trash 64,624 69,623 - -
Total business type activities 264,590 310,393 - .
Total Primary Government 707,900 398,083 58,300 -
Component Units
Downtown Development Authority 31,382 - - -
Port Authority (Harbor) 390,397 396,481 - -
Total Component Units 421,779 396,481 - -

General revenues:
Property taxes - primary government
Property taxes - DDA
Grants and contribution not -
restricted to specific programs
Unrestricted investment income
Gain on sale of capital assets
Transfers
Total general revenues and transfers

Change in net assets
Net assets at beginning of year

Net assets at end of year

The accompanying notes are an integral part of these financial statements.




Net (Expense) Revenue and Change in Net Assets

Primary Government
Goveromental Business Type Component
Activities Activities Total Units
S( 103,484) § - 3( 103,484) § -
( 76,457) - 76,457) -
( 108,333) - ( 108,333) -
( 9,046) - ( 9,046) -
( 297,320) - ( 297,320) -
- 63,159 63,159 -
- 22,355)  ( 22,355) -
- 4,999 4,999 -
- 45,803 45,803 -
( 297,320) 45,803 ( 251,517) -
- - - ( 31,382)
- - - 6,084
. - - ( 25,298)
262,436 62,579 325,015 -
- - - 72,103
59,574 - 59,574 7,019
3,067 3,943 7,010 1,849
38,201 ( 27,101) 11,100 -
363,278 39,421 402,699 80,971
65,958 85,224 151,182 55,673
606,100 1,195,906 1,802,006 871,339
3 672,058 S 1,281,130 5 1,953,188 3 927,012




VILLAGE OF PORT SANILAC, MICHIGAN
BALANCE SHEET - MODIFIED CASH BASIS

GOVERNMENTAL FUNDS
JUNE 30, 2004
Other
Nonmajor Total
Governmental Governmental
General Funds Funds
ASSETS
Assets:
Cash and cash equivalents 3 66,501 3 154,175 b 220,676
Investments 33,674 75,466 109,140
Due from state 8,663 9,100 17,763
Due from other funds 26,074 620 26,694
Total Assets 3 134,912 3 239,361 3 374,273
Liabilities:
Due to other funds S 620 3 9,332 3 9,952
Total Liabilities 620 9,332 9,952
Fund Balances:
Unreserved -
Designated - 62,702 - 62,702
Undesignated -
General Fund 71,590 - 71,590
Special Revenue Funds - 230,029 230,029
Total Equity 134,292 230,029 364,321
Total Liabilities and Fund Equity $ 134912 § 239,361 3§ 374,273

The accompanying notes are an integral part of these financial statements.
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VILLAGE OF PORT SANILAC, MICHIGAN

RECONCILIATION OF FUND BALANCES ON THE BALANCE SHEET FOR
GOVERNMENTAL FUNDS TO NET ASSETS OF GOVERNMENTAL ACTIVITIES
ON THE STATEMENT OF NET ASSETS - MODIFIED CASH BASIS
JUNE 30, 2004

Fund Balances - total governmental funds $ 364,321

Amounts reported for governmental activities in the statement of net assets
are different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds.

Capital assets 823,944
Accumulated depreciation ( 537,628)

Internal Service Fund used by management to charge cost of

the City's motor pool activities. The assets and liabilities of the

internal service funds are included in governmental activities in the

statement of net assets. 88,766

Long - term liabilities, including bonds payable, are not due and payable
in the current period and therefore are not reported in the funds.

Advances payable ( 62,040)
Accrued compensated absences ( 3,305) ( 67,345)
Net Assets of governmental activities 3 672,058

The notes to the financial statements are an integral part of this statement,
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VILLAGE OF PORT SANILAC, MICHIGAN

STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES - MODIFIED CASH BASIS
GOVERNMENTAL FUNDS

FOR THE YEAR ENDED JUNE 30, 2004

Other Total
Governmental Governmental
General Funds Funds
Revenues:
Taxes 3 176,489 § 44,896 § 221,385
Licenses and permits - - -
Intergovernmental -
State 59,574 53,580 113,154
Local 11,750 41,051 52,801
Charges for services 26,952 - 26,952
Fines and forfeits 496 - 496
Interest and rent 1,746 8,790 10,536
Other 41,755 3,988 45,743
Total Revenues 318,762 152,305 471,067
Expenditures:
Current -
General Government 113,237 - 113,237
Public Safety 117,300 - 117,300
Public Works 101,291 90,119 191,410
Recreation and Cultural 21,587 17,663 39,250
Debt Service -
Principal - 12,500 12,500
Total Expenditures 353,415 120,282 473,697
Excess of revenues over (under) expenditures ( 34,653) 32,023 ( 2,630)
Other Financing Sources (Uses):
Sale of asset - 11,100 11,100
Advance proceeds 10,000 - 10,000
Transfers in 32,901 - 32,901
Transfers out ( 2,800y ( 3,000) ( 5,800)
Total Other Financing Sources (Uses) 40,101 8,100 48,201
Excess of revenues and other sources over
(under) expenditures and other uses 5,448 40,123 45,571
Fund Balances at beginning of year 128,844 189,906 318,750
Fund Balances at end of year 3 134,292 8 230,029 § 364,321

The accompanying notes are an integral part of these financial statements.
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VILLAGE OF PORT SANILAC, MICHIGAN

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGE IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES - MODIFIED CASH BASIS
JUNE 30, 2004

Net change in fund balances - total governmental funds 3 45,571

Governmental funds report capital outlays as expenditures. However, in
the statement of activities the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense.

Capital outlay 38,898
Depreciation expense ( 26,879)

The issuance of long-term debt provides current financial resources to
governmental funds, while the repayment of the principal of long-term
debt consumes the current financial resources to governmental funds.
Neither transaction, however, has any effect on net assets.

Principal payments on long term liabilities 12,500
Advance proceeds ( 10,000)

Internal service funds used by management to charge costs of the City's
motor pool activities. The net revenues (expenses) attributable to those
funds is reported with governmental activities. 7,248

Some expenses reported in the statement of activities do not require the
use of current financial resources and therefore are not reported as

expenditures in the funds
Increase in accrued compensated absences ( 1,380)
Change in net assets of governmental activities 3 65,958

The notes to the financial statements are an integral part of this statement.
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VILLAGE OF PORT SANILAC, MIGHIGAN
STATEMENT OF NET ASSETS - MODIFIED CASH BASIS

ASSETS:
Current Assets:
Cash and cash equivalents
Investment

Noncurrent Assets:
Advance to other funds
Capital assets, net of accumulated
depreciation

Total Assets

LIABILITES:
Current Liabilities:
Due to other funds
Due to component unit
Bonds payable (current portion)

Long-Term Liabilities (less current
portion):
Bonds payable

Total Liabilities

NET ASSETS:
Investment in capital assets, net
Restricted for:
Debt Service
Improvements
Unrestricted
Undesignated

Total Net Assets

PROPRIETARY FUNDS
JUNE 30, 2004
Governmental
Business Type Activities-Enterprise Funds Activities
Internal
-Service
Water Sewer Trash Total Fund
S 112,198 § 179,020 § 13,812 $ 305,030 § 39,250
15,352 127,567 19,446 162,365 6,700
127,550 306,587 33,258 467,395 45,950
- 62,040 - 62,040 -
2,056,481 632,130 - 2,688,611 45,324
2,056,481 694,170 - 2,750,651 45,324
2,184,031 1,000,757 33,258 3,218,046 91,274
242 13,890 - 14,132 2,508
236 - - 236 -
80,000 - - 80,000
80,478 13,890 - 94,368 2,508
1,842,548 - - 1,842,548 -
1,923,026 13,890 - 1,936,916 2,508
133,933 632,130 - 766,063 45,324
89,023 - - 89,023 -
146,331 240,719 - 387,050 -
(  108,282) 114,018 33,258 38,994 43,442
3 261,005 § 986,867 S 33,258 $ 1,281,130 § 88,766

The accompanying notes are an integral part of these financial statements.
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VILLAGE OF PORT SANILAC, MICHIGAN

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS - MODIFIED CASH BASIS
PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2004

Operating Revenues:
Charges for services -
Quarterly fees
Tap-in fees
Equipment rental charges
Other

Operating Expenses:
Personnel services -
Salaries and wages
FICA
Hospitalization
Other fringe benefits
Supplies
Other services and charges -
Contracted services
Utilities
Insurance
Repairs and maintenance
Equipment rental
Depreciation
Other

Operating Income (Loss)

Non-Operating Revenues:

Current property tax - improvements

Water improvement charges
DWRF debt charges
Interest earned

Interest expenses

Net Income Before Transfers

Transfers:
Transfers out

Net Income (Loss)
Net Assets at beginning of year

Net Assets end of year

Govermnmental
Business Type Activities-Enterprise Funds Activities
Internal
Service
Water Sewer Trash Total Funds
§ 53,523 $ 45223 $ 69,623 168,369 3 -
2,555 1,010 - 3,565 -
- - - - 36,496
445 1,573 - 2,018 -
56,523 47,806 69,623 173,952 36,496
43,296 10,784 - 54,080 2,620
2,618 2,094 - 4,712 343
5,000 6,500 - 11,500 -
8,000 7,000 - 15,000 -
8,726 929 - 9,655 6,908
1,482 3,889 64,217 69,588 -
20,160 6,141 - 26,301 -
1,114 489 - 1,603 5,443
6,471 5,612 - 12,083 3,103
8,799 3,527 - 12,326 -
7,665 23,196 - 30,861 11,121
1,852 - 407 2,259 119
115,183 70,161 64,624 249,968 29,657
( 58,660) ( 22,355) 4,999 76,016) 6,839
. 62,579 - 62,579 -
47,418 - - 47,418 -
89,023 - - 89,023 -
974 2,544 425 3,943 409
( 14,622) - - 14,622) -
122,793 65,123 425 188,341 409
64,133 42,768 5,424 112,325 7,248
{_1n10n) ¢ 9,000) ( 7,000) 27,101) -
53,032 33,768 ( 1,576) 85,224 7,248
207,973 953,099 34,834 1,195,906 81,518
$ 261,005 S 986867 § 33,258 1,281,130  § 88,766

The accompanying notes are an integral part of these financial statements.
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VILLAGE OF PORT SANILAC, MICHIGAN

STATEMENT OF CASH FLOWS - MODIFIED CASH BASIS
PROPRIETARY FUNDS

FOR THE YEAR ENDED JUNE 30, 2004

Cash Flows From Operating Activities:
Cash receipts from customers
Cash receipts from interfund services
Cash payments to suppliers
Cash payments to employees
Net Cash Provided (Used) by Operating Activities

Cash Flows From Noncapital Financing Activities:

Change in due from other funds

Change in due to other funds

Operating transfers out

Net Cash Provided (Used) by Non-Capital
Financing Activities

Cash Flows From Capital and Related
Financing Activities:
Property taxes
Improvement charges
DWREF debt charges
Bond proceeds

Purchase of fixed assets
Net Cash Provided by Capital and Related
Financing Activities

Cash Flows From Investing Activities:
Interest eamed
Interest expense

Net purchase of investments
Net Cash Provided (Used) by Investing Activities

Net Increase (Decrease) in Cash and Cash
Equivalents for the year

Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

Reconciliation of Net Income (Loss) to

Net Cash Provided (Used) by Operating Activities:

Operating income (loss) for the year

Adjustments to reconcile operating income (loss)
to net cash provided (used) by operating activities -

Depreciation

Net Cash Provided (Used) By Operating Activities

The accompanying notes are an integral part of these financial statements.

Governmental
Business Type Activities-Enterprise Funds Activities
Internal
Service
Water Sewer Trash Total Funds
S 56,523 § 47806 § 69,623 § 173952 § -
- - - - 36,496
( 64,222) (  36,181) ( 64,624) (  165027) ( 15,916)
( 43,296) ( 10,784) - | 54,080) ( 2,620)
( 50,993) 841 4999 ( 45,155) 17,960
- 82,500 - 82,500 -
( 80,000) 7,025 - ( 72,975) -
( 11,101) ¢ 9,000) ( 7,000) (27,101 -
( 91,101) 80,525 ( 7,000) ( 17,576) -
- 62,579 - 62,579 -
47,418 - - 47,418 -
89,023 - - 89,023 -
1,922,548 1,922,548
( 1,807,783) - - ( 1,807,783) ( 17,050)
251,206 62,579 - 313,785 ( 17,050)
974 2,544 425 3,943 409
( 14,622) - - ( 14,622) -
( 42) ( 344) ( 53) ( 439) ( 18)
( 13,690) 2,200 372 ¢ 11,118) 391
95,420 146,145 ( 1,629) 239,936 1,301
16,778 32,875 15,441 65,094 37,949
$ 112,198 8§ 179,020 § 13,812 § 305,030 § 39,250
$( 58,660) S$( 22,355) $ 4999  3(  76,016) § 6,839
7,665 23,196 - 30,861 11,121
3( 50,995) 3 841 § 4,999  ¥( 45,155) § 17,960
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VILLAGE OF PORT SANILAC, MIGHIGAN

STATEMENT OF FIDUCIARY NET ASSETS

FIDUCIARY FUNDS
JUNE 30, 2004
Agency
Funds

ASSETS:

Cash and cash equivalents S 102
LIABILITIES:

Due to other funds $ 102

The accompanying notes are an integral part of these financial statements.
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VILLAGE OF PORT SANILAC, MICHIGAN

COMBINING STATEMENT OF NET ASSETS
DISCRETELY PRESENTED COMPONENT UNITS

JUNE 30, 2004
Downtown Port
Development Authority
Authority (Harbor) Totals
ASSETS
Cash and cash equivalents 3 82,359 3 20,254 S 102,613
Investments - 71,643 71,643
Due from primary government 236 - 236
Restricted Assets - -
Investments - 70,000 70,000
Capital Assets ( net of accumulated
depreciation)
Assets not being depreciated - 37,000 37,000
Assets being depreciated - 728,298 728,298
Total Assets 82,595 927,195 1,009,790
LIABILITIES
Non-current liabilities
Due within one year - 20,000 20,000
Due in more than one year - 62,778 62,778
Total Liabilities - 82,778 82,778
NET ASSETS
Investments in Capital Assets,
net of related liabilities - 682,520 682,520
Unrestricted 82,595 161,897 244,492
Total pet assets S 82,595 S 844,417 % 927,012

The accompanying notes are an integral part of these financial statements.




VILLAGE OF PORT SANILAC, MICHIGAN

COMBINING STATEMENT OF ACTIVITIES
DISCRETELY PRESENTED COMPONENT UNITS
FOR THE YEAR ENDED JUNE 30, 2004

Program Revenues
Operating
Charges for Grants and
Functions/Programs Expenses Services Contributions
Downtown Development Authority
Governmental activities:
General Government S 31,382 3 - S -
Total Downtown Development Authority 31,382 - -
Port Authority (Harbor)
Business-Type activities:
Public Safety 383,075 396,481 -
Interest on Long Term Liabilities 7,322 - -
Total Port Authority (Harbor) 390,397 396,481 -
Total Component Units S 421,779  § 396,481 S -

General Revenues;
Property taxes

Grants and contribution not restricted

to specific program
Unrestricted investment income

Total general revenues and transfers

Change in net assets
Net assets at beginning of year

Net assets at end of year

The accompanying notes are an integral part of these financial statements.
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Net (Expense) Revenue and Change in Net Assets

Capital Downtown Port
Grants and Development Authority
Contribution Authority (Harbor) Total

- ¥ 31,382) 3§ - 3( 31,382)
- 31,382) - ( 31,382)

- - 13,406 13,406
. - ( 7,322)  ( 7,322)

- - 6,084 6,084
- ¥ 31,382) 3§ 6,084 3( 25,298)

72,103 - 72,103

883 6,136 7,019

407 1,442 1,849

73,393 7,578 80,971

42,011 13,662 55,673

40,584 830,755 871,339

3 82,595 S 844,417 3 927,012

-24 -




VILLAGE OF PORT SANILAC, MICHIGAN

NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2004

As discussed further in Note 1.C, these financial statements are presented on a modified cash basis of
accounting. This modified basis of accounting differs from accounting principles generally accepted in
the United States of America (GAAP). Generally accepted accounting principles include all relevant
Governmental Accounting Standards Board (GASB) pronouncements. In the government-wide financial
statements and the fund financial statements for the proprietary funds, Financial Accounting Standards
Board (FASB) pronouncements and Accounting Principles Board (APB) opinions issued on or before
November 30, 1989, have been applied, to the extend they are applicable to the modified cash basis of
accounting, unless those pronouncements conflict with or contradict GASB pronouncements, in which
case GASB prevails. Governments also have the option of following subsequent private-sector guidance
for these business-type activities and enterprise funds, subject to this same limitation. The government
has elected not to follow subsequent private-sector guidance.

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
A. Reporting Entity -

The Village of Port Sanilac is one of ten Villages in Sanilac County and is located within the
boundaries of Sanilac Township. The Village operates under an elected Village Council which
consists of a President and six Council members. The Village provides services to its residents in
many areas including law enforcement, fire protection, water, sewer and recreation.

In accordance with the provisions of the Governmental Accounting Standards Board (GASB)
Statement No. 14 the reporting entity includes both the primary government and all of its
“component units”. The criteria established by GASB for determining the component units include
oversight responsibility, fiscal dependency, and whether the financial statements would be
misleading if data were not included.

DISCRETELY PRESENTED COMPONENT UNITS - The component units in the financial
statements include the financial data of the Village of Port Sanilac Downtown Development
Authority (DDA) and the Port Authority (Harbor). They are reported as discrete columns to
emphasize that they are legally separate from the Village.

The Downtown Development Authority operates with not less than eight or more than twelve
members plus the Chief Executive Officer of the Village of Port Sanilac. Board members are
appointed by the Village President, subject to the approval of the governing body of the Village.
The Downtown Development Authority was created to develop the Downtown District.

The Port Authority (Harbor) operates with seven members appointed by the Village Council.
The Port Authority (Harbor) has full charge of all matters connected with the operation,
supervision and maintenance of the harbor and the public facilities therein. The Port Authority
(Harbor) was created in the interest of public safety for the better protection of life and property
on the waters of the harbor of Port Sanilac and for the proper development and utilization of the
harbor for the public benefit.

Separate financial statements are not issued for the discretely presented component units. The

following notes include the discretely presented component units with the DDA operations
similar to a Special Revenue Fund and the Port Authority (Harbor) similar to an Enterprise Fund.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (cont’d):

FISCAL YEAR ENDS - All of the Village Funds and Component Units operate and are
reported on a June 30 year end with the exception of the Port Authority (Harbor) which operates
and is reported as of December 31.

B. Government-wide and fund financial statements —

The government-wide financial statements (i.e., the statement of net assets and the statement of
changes in net assets) report information on all of the nonfiduciary activities of the primary
government and its component units. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities, which normally are supported by taxes
and intergovernmental revenues, are reported separately from business-type activities, which rely
to a significant extent on fees and charges for support. Likewise, the primary government is
reported separately from certain legally separate component units for which the primary
government is financially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
1dentifiable with a specific function or segment. Program revenues include 1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or segment and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as general
revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and
fiduciary funds, even though the latter are excluded from the government-wide financial
statements. Major individual governmental funds and major individual enterprise funds are
reported as separate columns in the fund financial statements.

C. Measurement focus, basis of accounting, and financial statement presentation —
Measurement Focus -

In the government-wide Statement of Net Assets and the Statement of Activities, both
governmental and business-like activities are presented using the economic resources
measurement focus, within the limitations of the modified cash basis of accounting, as defined in
item b below.

In the fund financial statements, the “current financial resources” measurement focus or the
“economic resources” measurement focus, as applied to the modified cash basis of accounting, is
used as appropriate

a. All governmental funds utilize a “current financial resources” measurement focus, Only
current financial assets and liabilities are generally included on their balance sheets. The
operating statements present sources and uses of available spendable financial resources
during a given period. These funds use fund balance as their measure of available
spendable financial resources at the end of the period.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (cont’d):

b. All proprietary funds utilizes an “economic resources” measurement focus. The
accounting objectives of this measurement focus are the determination of operating
income, changes in net assets (or cost recovery), financial position, and cash flows. All
assets and liabilities (whether current or noncurrent, financial, or nonfinancial)
associated with their activities are reported. Proprietary fund equity is classified as net
assets.

Basis of Accounting —

In the government-wide Statement of Net Assets and Statement of Activities and the fund
financial statements, governmental, business-like, and component unit activities are presented
using a modified cash basis of accounting. This basis recognizes assets, liabilities, net
assets/fund equity, revenues, and expenditures/expenses when they result from cash transactions
with a provision for depreciation in the government-wide statements, proprietary fund
statermnents, and the similar discretely presented component unit statements. This basis is a
comprehensive basis of accounting other than accounting principles generally accepted in the
United States of America.

As a result of the use of this modified cash basis of accounting, certain assets and their related
revenues (such as accounts receivable and revenue for billed or provided services not yet
collected) and certain liabilities and their related expenses (such as accounts payable and
expenses for goods or services received but not yet paid, and accrued expenses and liabilities) are
not recorded in these financial statements, except for State of Michigan Act 51 revenue which is
accrued.

If the Village utilized the basis of accounting recognized as generally accepted, the fund financial
statements for governmental funds would use the modified accrual basis of accounting, while the
fund financial statements for proprietary fund types would use the accrual basis of accounting.
All government-wide financials would be presented on the accrual basis of accounting,

State shared revenue is all considered to be susceptible to accrual and therefore has been
recognized as revenues of the current fiscal period. All other revenue items are considered to be
measurable and available only when cash is received by the government.
The Village reports the following major governmental funds:
General Fund - is the Village’s primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in another
fund.
The Village reports the following major proprietary funds:

Sewer Fund — is used to account for the operations that provide sanitary sewer service to the
Village residents.

Water Fund - is used to account for the operations that provide water to the Village
residents.

Trash Fund - is used to account for the operations that provide trash collection
services to the Village residents.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (cont’d):
Additionally, the Village reports the following fund types:

Internal Service Fund - The Internal Service Fund is used to account for the financing of
services by one department to other departments of the Village.

Special Revenue Funds — are used to account for the proceeds of specific revenue sources
(other than major capital projects) that are legally restricted to expenditures for specified
purposes.

As a general rule the effect of interfund activity has been eliminated from the government-wide
financial statements.

Amounts reported as program revenues include 1) charges to customers or applicants for goods,
services, or privileges provided, 2) operating grants and contributions, and 3) capital grants and
contributions, including special assessments. Internally dedicated resources are reported as

general revenues rather than as program revenues. Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenue and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary funds principal on-going operations. The
principal operating revenues of the Enterprise Funds are charges to customers for sale, rent and
services. Operating expenses for Enterprise Funds include costs of sales and services,
administrative expenses, and depreciation on capital assets. All revenues and expenses not
meeting this definition are reported as nonoperating revenues and expenses. '

When both restricted and unrestricted resources are available for use, it is the Village’s policy to
use restricted resources first, the unrestricted resources as they are needed.

D. Assets, Liabilities and Net Assets or Equity -
Cash Equivalents and Investments —

Cash equivalents are short-term investments that are readily convertible to cash. Cash
equivalents consist of money market accounts recorded at cost, which approximates fair value.

Investments consisting of certificates of deposit and investment trusts are carried at cost, which
approximates fair value.

Interfund Receivables and Payables —

Activity between funds that are representative of lending/borrowing arrangements outstanding at
the end of the fiscal year are referred to as either “due to/from other funds” (i.e., the current
portion of interfund loans) or “advances to/from other funds” (i.e., the non-current portion of
interfund loans). All other outstanding balances between funds are reported as “due to/from
other funds.” Any residual balances outstanding between the governmental activities and
business-type activities are reported in the government-wide financial statements as “internal
balances”.

Advances between funds, as reported in the fund financial statements, are offset by a fund
balance reserve account in applicable governmental funds to indicate that they are not available
for appropriation and are not expendable available financial resources.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (cont’d):
Property Tax Levy —

Property taxes levied in July of the current year of the Village are treated as revenues in the
current year.

Capital Assets —

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads,
bridges, sidewalks, and similar items), are reported in the applicable governmental or business-
type activities columns in the government-wide financial statements. Capital assets are defined
by the government as assets with an initial, individual cost of more than 85,000 and an estimated
useful life in excess of two years. Such assets are recorded at historical cost or estimated
historical cost if purchased or constructed. Donated capital assets are recorded at estimated fair
market value at the date of donation. The costs of normal maintenance and repairs that do not
add to the value of the asset or materially extend assets lives are not capitalized. Major outlays
for capital assets and improvements are capitalized as projects are constructed. Interest incurred
during the construction phase of capital assets of business-type activities is included as part of
the capitalized value of the assets constructed.

Capital assets of the primary government, as well as the component units, are depreciated using
the straight line method over the following estimated useful lives.

Primary Government - Years
Building/improvements 5-20 years
Utility Systems 50
Road Systems/Other

Infrastructure 8-25
Equipment 3-20

Compensated Absences —

Village employees are granted paid time off in varying amounts based on length of service which
1s fully vested when earned. Village employees are granted disability time off which can be
accumulated to 240 hours maximum per employee. Upon termination, employees are paid fifty
percent of their accumulated disability pay. Vacation is not paid out upon termination. All
vested disability is accrued when incurred in the government-wide and proprietary fund financial
staternents.

Long-Term Obligations —

In the government-wide financial statements, and proprietary fund types in the fund financial
statements, long-term debt and other long-term obligations are reported as liabilities in the
applicable governmental activities, business-type activities, or proprietary fund type statements
of net assets. Bond premiums and discounts, as well as issuance costs, if significant, are deferred
and amortized over the life of the bonds using the effective interest method. Bonds payable are
reported net of the applicable bond premium or discount. Bond issuance costs are reported as
deferred charges and amortized over the term of the related debt.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (cont’d):

In the fund financial statements, governmental fund types recognize bond premiums and _
discounts, as well as bond issuance costs, during the current period. The face amount of debt
issued is reported as other financing sources. Premiums received on debt issuances are reported
as other financing sources while discounts on debt issuances are reported as other financial uses.
Issuance costs, whether or not withheld from the actual debt proceeds received, are reported as
debt service expenditures.

Fund Equity —

In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties for use
for a specific purpose. Designations of fund balance represent tentative management plans that
are subject to change.

Estimates —

In preparing financial statements in conformity with accounting principles generally accepted in
the United States of America, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the financial statements, and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY:
Budgets -

Budgets are adopted on the modified cash basis. Annual appropriation budgets are adopted for the
General and Special Revenue Funds.

The Village Treasurer and the Village Council Finance Committee prepare and submit their proposed
operating budgets for the year commencing July 1. The budgets include proposed expenditures and
resources to finance them.

Prior to July 1, the proposed budget is presented to the Village Council. The Council holds a public
hearing and may add to, subtract from, or change appropriations. The budget is then legally enacted
through the passage of a Resolution. After the budget is adopted, all amendments must be approved
by the Village Council.

The Village’s approved budgets were adopted at the function level (second position Tepresenting
major program area) for the General and Special Revenue Funds. However, for control purposes all

the budgets are maintained at the object (account) level.

The Village does not employ encumbrance accounting as an extension of formal budgetary
integration. All annual appropriations lapse at year end.

Budget amounts are reported as originally adopted, or as amended by the Village Council, during the
year.
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NOTE 2 ~ STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY - (cont’d):

Expenditures at these legally adopted levels in excess of the amount budgeted are a violation of the
Budgeting Act. During the year ended June 30, 2004, the Village (primary government) incurred
expenditures in the General Fund and Special Revenue Funds which were in excess of the amounts
appropriated at the activity level for the General Fund and fund level for the Special Revenue Funds

as follows:
Fund Type/Function/Activity Final Budget _Expended Variance
Primary Government —
General Fund -
Public Safety —
Fire Department $ 38959 § 54,050 $ 15,091
Law Enforcement 56,000 63,250 7,250
Recreation and Cultural -
Parks and Recreation 3,600 21,587 17,987
Special Revenue Funds —
Major Street 30,200 36,630 6,430
Bark Shanty Commmunity Center 28,100 28,828 728

NOTE 3 - DEPOSITS AND INVESTMENTS:

The Village utilizes a common cash account and a pooled investment account that is utilized by all
funds. Each fund’s portion of these accounts is shown on the combined Balance Sheet as cash and
cash equivalents and investments. The deposits, withdrawals and investment of funds not utilizing
the common cash and pooled investment accounts are held separately from that of the other Village
funds.

In accordance with Act 20 PA 1943 as amended by Act 196 PA 1997, the Village is authorized to
invest surplus funds in the following types of investments:

a) In bonds, securities, and other direct obligations of the United States or an agency or
instrumentality of the United States.

b) In certificates of deposit, savings accounts, deposit accounts or depository receipts of a
financial institution, but only if the bank, savings and loan association, or credit union is
eligible to be a depository of surplus funds belonging to the State under Section 5or6of Act
No. 105 of the Public Acts of 1855, as amended, being Sections 21.145 and 21.146 of the
Michigan Compiled Laws.

¢) Incommercial paper rated at the time of purchase within the two (2) highest classifications
established by not less than two (2) standard rating services and which matures not more than
270 days after the date of purchase.

d) Inthe United States government or federal agency obligations repurchase agreements.
€) In bankers acceptances of United States banks.

f) Inobligations of the State of Michigan or any of the political subdivisions that at the time of
purchase are rated as investment grade by not less than one standard rating service.

) In mutual funds registered under the Investment Company Act of 1940, with the authority to
purchase only investment vehicles that are legal for direct investment by a public
corporation.
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NOTE 3 - DEPOSITS AND INVESTMENTS — (cont’d):
Deposits -

Michigan Public Acts authorize the units of local government in Michigan to deposit in the accounts
of federally insured banks, insured credit unions, and savings and loan associations. Deposits of the
Village are at federally insured banks in the State of Michigan in the name of the Village.

Federal Deposit Insurance Corporation (FDIC) regulations provide that deposits of governmental
units are to be separately insured for the amount of $100,000 for deposits in an insured bank for
savings deposits and demand deposits. Furthermore, if specific deposits are regulated by statute or
bond indenture, these specific deposits are to be separately insured for the amount of $100,000.

As of June 30, 2004, the carrying amount of the Village deposits is $951,957 and the bank balance is
$1,083,945. Of the bank balance, $370,000 is covered by Federal Depository Insurance, and the
remaining $713,945 is uninsured and uncollateralized.

The Village believes that due to the dollar amounts of cash deposits and the limits of FDIC
Insurance, it is impractical to insure all bank deposits. As a result, the Village evaluates each
financial institution it deposits Village funds with and assesses the level of risk of each institution.
The Village uses only those financial institutions with an acceptable estimated risk leve] as
depositories.

Investments —

As of June 30, 2004, the Village has $135,262 invested in Investment Trust Funds which are
managed by a bank’s trust department as investments of the primary government. The investment
trust is a pooled fund of money from various Governmental units. The trust invests primarily in
short-term maturity U.S. Government backed or guaranteed securities which are held by the trust in
its name. These funds have not been considered to be susceptible to investment risk categories.

The certificates of deposit and investment trust funds have been reported in the financial statements
as investments even though several certificates of deposit do not have a maturity of more than 90
days from date of purchase and the investment trust funds have characteristics of demand deposit
accounts in that the Village may deposit additional cash at any time and effectively may withdraw
cash at any time without prior notice or penalty. The reason for reporting these as investments is that
itis the intent of the Village to reinvest the funds and not make regular withdrawals since the funds
are part of the Village’s pooled investment program.

Financial Statement Presentation —

The following is a summary of the financial statement presentation of Deposits and Investments at
June 30, 2004:
Financial Reporting

Primary Government Component Units

Cash & Cash Cash & Cash
Total Equivalents  Investments Equivalents  Investments
Deposits $ 951,957 $ 564,908 3§ 188,269 $ 102,463 § 96317
Investments 135,262 - 89.936 - 45,326

$1087219 § 564,908 §_278,205 5 102463 § 141,643

Included in the caption cash and cash equivalents on the financial statements is $150 in petty cash for
the Primary Government and $150 in petty cash for the component units.
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NOTE 4 - EMPLOYEE PENSION PLAN:
Plan Description -

The Village of Port Sanilac participates in the Michigan Municipal Employees’ Retirement System
(MERS); an agent multiple-employer state-wide, public employee defined benefit pension plan
created under Public Act 135 of 1945, and now operates under Public Act 220 of 1996, and the
MERS Plan Document as revised. MERS was established to provide retirement, survivor and
disability benefits on a voluntary basis to the State of Michigan’s local government employees, Act
No. 427 of the Public Acts of 1984, as amended, establishes and amends the benefit provisions of the
participants in MERS. The Municipal Employees’ Retirement System of Michigan issues a publicly
available financial report that includes financial statements and required supplementary information
for MERS. That report may be obtained by writing to the Municipal Employees Retirement System
of Michigan, 447 N. Canal Road, Lansing, Michigan 48917 or by calling (800) 767-6377.

Funding Policy )

The Village is required to contribute at an actuarially determined rate. The computed employer
contribution rate for 2004 ranged from 14.25% to 25.57%. The contribution requirements of plan
members and the Village are established and may be amended by the Village Council, depending on
the MERS contribution program adopted by the Village.

Annual Pension Costs -

For the year ended June 30, 2004, the Village’s annual pension cost of $33,904 for MERS was equal
to the Village’s required and actual contributions. The required contribution was determined as part
of the December 31, 2002 actuarial valuation using the entry age actuarial cost method. The
actuarial assumptions include (a) a rate of return on the investment of present and future assets of 8%
per year compounded annually, (b) projected salary increases of 4.5% per year compounded
annually, attributable to inflation, (c) additional projected salary increases ranging from 0% to 4.16%
per year, depending on age, attributable to seniority/merit, and (d) the assumption that benefits will
increase 2.5% per year (annually) after retirement, for persons under Benefit B-4. The actuarial
value of MERS assets was determined using techniques on a basis of evaluation method that assumes
the funds earn the expected rate of return (8%) and includes as an adjustment to reflect market value,
Unfunded actuarial accrued liabilities are amortized as a level percent of payroll over a period of 37

years.
Three-Year Trend Information
Percentage
Fiscal Period Annual Pension of APC Net Pension
Ending Costs (APC)  Contribution Obligation
June 30, 2002 $ 30,397 100 % S -
June 30, 2003 23,678 100 -
June 30, 2004 33,904 100 -
Schedule of Funding Progress
Unfunded
Actuarial Actuarial (Overfunded) UAAL
Valuation Value of Accrued Liability Accrued Liability Funded Ratio Covered asa % of
Date of Assets  (AAL) Entry Age (UAAL) (AAL) Payroll Covered Payroll
December 31, (a) (b) (b-a) (a/b) (c) (b-a)(c)
2001 $ 138,857 $ 377,510 $ 238,653 37 % $129,970 184 %
2002 164,254 421,978 257,724 39 138,001 187
2003 201,768 488,092 286,324 41 169,092 169
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NOTE 5 - INTERFUND RECEIVABLE AND PAYABLE BALANCES:

Interfund receivable and payable balances described as Due From and Due To Other Funds on the
Statement of Assets and Liabilities Arising from Cash Transactions reflect amounts due from or
owed to a particular fund by another fund of the Primary Government. Interfund receivable and
payable balances described as Due From or Due To Primary Government or Component Units reflect
amounts due from or due to either the Primary Government or Component Units. These amounts
include only short-term obligations on open accounts, and not current portions of long-term loans. A
summary of these balances at June 30, 2004, is as follows:

Due From Due To
Primary Government:
General Fund:
Agency Fund -
Current Tax Fund 3 102 3 -
Enterprise Fund -
Water Fund 242 -
Sewer Fund 13,890 -
Special Revenue Funds —
Local Street 4,752 -
Bark Shanty Community Center 4,580 620
Internal Service Fund -
Equipment Fund 2,508 -
26.074 620
Enterprise Fund:
Water Fund -
General Fund - 242
Sewer Fund —
General Fund - 13.890

14,132
Intemnal Service Fund:

Equipment Fund -

General Fund - - 2.508
Agency Fund:
Current Tax Fund -
General Fund - 102
Special Revenue Fund:
Bark Shanty Community Center -
General Fund 620 4,580
Local Street -
General Fund - 4,752
620 9.332
Total Primary Government S 26694 & 26,694
Due to Component Unit:
Water Fund -
DDA - 236
Due From Primary Government:
DDA -
Water Fund 236 -
Total Reporting Entities S 236 S 236
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NOTE 5 - INTERFUND RECEIVABLE AND PAYABLE BALANCES — (cont’d):

In the General Fund there is a due to and a due from to the Bark Shanty Community Center. Thisis a
result of the Recreation owing the Bark Shanty Community Center $620, and the Bark Shanty

Community Center owing law enforcement $4,580. Therefore, there is a due to/due from also in the

Bark Shanty Fund for these amounts.

NOTE 6 - CAPITAL ASSETS:

Primary Government

Capital asset activity of the primary government for the ye

ar ended June 30, 2004 was as follows:

July 1, 2004 June 30, 2004
Balance Additions Deletions Balance

Governmental activities:
Capital assets, not being depreciated

Land 3 12.000 $ - 8 - § 12000
Total capital assets, not being depreciated 12.000 - - 12,000
Capital assets, being depreciated:

Buildings and improvements 530,968 - - 530,968

Improvement other than buildings - 14,363 - 14,363

Machinery and equipment 148,952 5,148 - 154,100

Vehicles 258,600 19.387 11,100 266,887
Total capital assets being depreciated 938.520 38.898 11.100 966,318
Less accumulated depreciation for:

Buildings and improverments 314,196 11,236 - 325,432

Improvements other than buildings - 339 - 359

Machinery and equipment 93,873 11,022 - 104,895

Vehicles 211.709 15,383 11.100 215992
Total accumulated depreciation 619.778 38.000 11.100 646,678
Total capital assets being depreciated, net 318,742 898 - 319.640
Governmental activities capitaI assets,net § 330742 $ 898 S - 3 _331.640
Business Type Activities:
Capital assets, not being depreciated:

Construction in progress $__139.670 $1.807.784 3 - $1.947.454
Capital assets, being depreciated:

Utility Systems 1,455,272 - - 1,455,272

Machinery and equipment 17.171 - - 17.171
Total capital assets being depreciated 1.472.443 - - 1.472.443
Less accurnulated depreciation for-:

Utility Systems 694,866 29,076 - 723,942

Machinery and equipmment 5.559 1,785 - 7.344
Total accumulated depreciation 700.425 30.861 - 731,286
Total capital assets being depreciated, net 772,018 { 30861) - 741.157
Business activities capital assets, net $ 911,688 $1,776923 3 - 322.688.61]
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NOTE 6 - CAPITAL ASSETS - (cont’d):

Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental activities:
General government
Public Safety
Public Works
Recreation and Cultural

Total depreciation expense-governmental activities

Business-type activities:
Sewer
Water

Total depreciation expense-business-type activities

Discretely Presented Component Units

Port Authority — Harbor. Activity for the Port Authority for the

was as follows:

Capital assets, not being depreciated:
Land

Capital assets, being depreciated;
Land and building improvements
Harbor
Equipment

Less accumulated depreciation for:
Land and building improverments
Harbor
Equipment

Net capital assets being depreciated

Total capital assets, net

$ 8582
19,465
8,187
1,766
§.38.000
$ 23,19
7.665
330861

year ended December 31, 2003,

Beginning Ending

Balance Additions _Deletions Balance
$§ 37000 8 - S - §_37.000
22,062 - - 22,062
1,093,216 8,696 - 1,101,912
49.917 700 - 50.617
1.165.195 9.396 - 1,174,591
6,823 900 - 7,723
372,320 33,736 - 406,056
26.001 6.513 - 32,514
405.144 41.149 - 446,293
760.051 ( 31.753) - 728.298
$ 797051 S 31.753) § = §__765298

Depreciation expense for 2004 was $41,149.

NOTE 7 - LONG-TERM LIABILITIES:

PRIMARY GOVERNMENT -

The following is a summary of changes in the long-term debt

Primary Government for the year ended June 30, 2004:

(including current portions) of the

Balance Balance
July I, June 30, Due Within
2003 Additions _Reductions 2004 One Year
Govermnmental Activities:
Governmental Funds -
Advance from sewer fund 3 64,540 § 10,000 S 12,500 S 62,040 S 22,500
Accrued sick and disability 3.925 1.380 - 5.305 -
Total Governmental Funds 68.465 11,380 12.500 67.345 22.500
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NOTE 7 - LONG-TERM LIABILITIES - (cont’d):

Balance Balance
July 1, June 30, Due Within
2003 Additions _Reductions 2004 One Year
Business-type Activities:
2003 Drinking Water Revolving Fund  § - $1922.548 3 - $_1.922.548 $ 80,000
Total Business-Type Activities - 1.922.548 - 1.922.548 80,000

5068465 51933928 S 12500 §$.1989.803 5 102,500

Primary Government -

Significant details regarding outstanding long-term liabilities (including current portion) of the
primary government are presented below:

Accrued Employee Sick and Disability Pay represents unpaid sick and disability due the employees
of the Village upon termination of employment. As of June 30, 2004, the amount to be provided for
accrued sick and disability pay was $5,305.

In January 2003, the Sewer Fund advanced the Bark Shanty Community Center Fund 364,540 for the
construction of a new roof. The advance is payable in annual installments of $12,500 with interest
starting in November 2004 until November 2009. At June 30, 2004, the outstanding principal
balance is $52,040.

In order to finance the cost of improvements, the Village of Port Sanilac has participated in the
Drinking Water Revolving Fund through which Department of Environmental Quality Bonds have
been sold in the amount of $2,135,000. Through this revolving fund the Village draws down cash as
the capital project costs are required to be paid. The cash drawn down at June 30, 2004 is
31,922,548.

Interest on the bonds shall accrue on the principal disbursed by the Drinking Water Revolving Fund
to the Village from the date the principal is disbursed until paid, at the rate of 2.5% per annum,
payable October 1, 2003 and semi-annually thereafter. Principal payments are to begin April 1, 2005
in the amount of $80,000-$135,000 due annually until April 1, 2024.

Component Unit

The following is a summary of changes in long-term liabilities (including current portions) of the
component unit for the year ended December 31, 2003:

Balance Balance
January 1, December 31, Due Within
2003 Additions _Reductions 2003 One Year
Port Authority (Harbor):
1992 Marina Facility Revenue Bonds $ 100,000 S - § 20,000 $ 80,000 S 20,000
Accrued sick & disability - 2.778 - 2.778 -

£.100000 §_2778 § 20000 § 2778 § 20000

Significant details regarding outstanding long-term liabilities of the component unit Port Authority
(Harbor) and Downtown Development Authority are presented below:

Accrued Employee Sick and Disability pay represents unpaid sick and disability due the employees
of the Harbor upon termination of employment. As of December 31, 2003 the amount to be provided
for accrued sick and disability pay was $2,778.
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NOTE 7 - LONG-TERM LIABILITIES - (cont’d):

On October 13, 1992, the Village of Port Sanilac issued $225,000 in Marina Facility Revenue Bonds
to finance the cost of improving and enlarging the public marina facility located in Port Sanilac
Harbor.

The bonds payable at year end of $80,000, are due in annual installments of $20,000, with interest of
6.70% to 6.80%, payable semi-annually.

The annual requirements to pay the debt principal and interest outstanding on the Marina facility
revenue bonds are as follows:

Fiscal

Year Ending

December 31 Principal Interest Total
2004 $ 20,000 5 5,410 $ 25,410
2005 20,000 4,070 24,070
2006 20,000 2,720 22,720
2007 20.000 1.360 21.360

3_380000 313560 §_93.560
NOTE 8 - DESIGNATED FUND BALANCE:

The Designated Fund Balance in the General Fund represents amounts designated by the Village
Council to be expended for the following General Fund activities:

Activity . Amount

Law Enforcement § 16,696
Fire Operating 5,150
Fire Truck 95,254
Fire Fighters 12,538
Department of Public Works ( 60,843)
Recreation (6,093
S_ 62,702

NOTE 9 - RESTRICTED NET ASSETS:

Primary Government -

Business-Type Activities - Property taxes $ 240,719
Improvement charges 146,331
DWREF Debt charges 89.023
$ 476,073
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NOTE 10 - DEFERRED COMPENSATION:

The Village offers its employees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457. The plan permits them to defer a portion of their salary until future
years. The deferred compensation is not available to employees until termination, retirement, death,
or unforeseeable emergency.

A trust, custodial account or annuity contract exists. Assets are owned or held by the trust, custodian
or insurer for the exclusive benefit of participants and beneficiaries, and are not subject to the claims
of public employer creditors, nor can they be used by the public employer for any purpose other than
the payment of benefits to those individuals participating in the plan or their designated beneficiaries.

As part of its fiduciary role, the Village has an obligation of due care in selecting the third party
administrator. The Village believes it has acted in a prudent manner and is not lizble for losses that
may arise from the administration of the plan.

NOTE 11 - RESTATEMENTS:

As of and for the year ended June 30, 2004, the Village implemented the following Governmental
Accounting Standards Board pronouncements:

Statements

No. 33 - Accounting and Financial Reporting for Nonexchange Transactions
. No. 34 — Basic Financial Statements — and Management’s Discussion and Analysis - for
State and Local Governments

No. 36 — Recipient Reporting for Certain Shared Nonexchange Revenues — An
Amendment of GASB No. 33

No. 37 ~ Basic Financial Statements — and Management's Discussion and Analysis — Jor
State and Local Governments: Omnibus
° No. 38 — Certain Financial Statement Note Disclosures

Interpretation

o No. 6 Recognition and Measurement of Certain Liabilities and Expenditures in
Governmental Fund Financial Statements

The above pronouncements are all related to the new financial reporting requirements for all state
and local governments. These pronouncements are scheduled for a phased implementation (based on
the size of the government) through fiscal years ending in 2005. The Village is required to
implement the new requirements no later than the year ending June 30, 2004,

The more significant of the changes required by the new standards include:
* Management’s discussion and analysis;

e Basic financial statements that include:

* Government-wide financial statements, prepared using the economic resources
measurement focus and the accrual basis of accounting;

° Fund financial statements, consisting of a series of statements that focus on a
government’s major governmental funds and enterprise funds;

e Schedules to reconcile the fund financial statements to the government-wide financial
statements;
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NOTE 11 - RESTATEMENTS - (cont’d):

¢ Notes to financial statements;
* Required supplementary information, including certain budgetary schedules.

As aresult of implementing these pronouncements for the fiscal year ended June 30, 2004, the
following restatements were made to net assets at June 30, 2003:

Government-wide financial statements. Beginning net assets for governmental activities were
determined as follows:

Fund balances of general and special revenue
funds as of 6/30/03 $

318,750
Add: capital assets 796,146
Less: accumulated depreciation on capital assets ( 521,849)
Less: advance payable ( 64,540)
Less: accrued compensated absences ( 3,925)
Add: governmental internal service fund net assets 81.518

Net Assets at 6/30/03 3 606,100
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VILLAGE OF PORT SANILAC, MICHIGAN

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE - MODIFIED CASH BASIS
‘ BUDGET AND ACTUAL - GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2004

Revenues:

Property taxes
Intergovernmental -

State

Local
Charges for services
Fines and forfeits
Interest and rents
Other

Total Revenues

Expenditures:
Current -
General Government
Public Safety
Public Works
Recreation and Culture
Total Expenditures

Excess of revenues under expenditures
Other Financing Sources (Uses):
Advance proceeds

Transfers in
Transfers out

Excess of revenues and other financing
sources over (under) expenditures
Fund Balance at beginning of year

Fund Balance at end of year

Variance with
Final Budget
Budget Positive
Original Final Actual (Negative)

S 167,096 § 167,096 176,489 3 9,393
66,500 66,500 39,574 ¢ 6,926)
13,750 13,750 11,750 ¢ 2,000)

7,771 7,771 26,952 19,181

300 300 496 196
2,200 2,200 1,746 | 454)

23,100 23,100 41,755 18,655

280,717 280,717 318,762 38,045

115,000 115,000 113,237 1,763
95,059 94,959 117,300 ¢ 22,341)

105,258 105,258 101,291 3,967
3,600 3,600 21,587 ( 17,987)
318,917 318,817 353,415 ¢ 34,598)

( 38,200) ( 38,100) 34,653) 3,447

- - 10,000 10,000
72,000 72,000 32,901 ( 39,099)

( 2,800) ( 2,900) 2,800) 100
69,200 69,100 40,101 ¢ 28,999)
31,000 31,000 5,448 ( 25,552)

128,844 128,844 128,844 -
3 159,844  § 159,844 134,292 §( 25,552)
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VILLAGE OF PORT SANILAC, MICHIGAN

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE - MODIFIED CASH BASIS
BUDGET AND ACTUAL - GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2004

Variance with
Final Budget
Budget Positive
Original Final Actual (Negative)
Revenues:
Property taxes 3 167,096 § 167,096 3 176,489 § 9,393
Intergovernmental -
State 66,500 66,500 59,574  ( 6,926)
Lacal 13,750 13,750 11,750  ( 2,000)
Charges for services 7,771 7,771 26,952 19,181
Fines and forfeits 300 300 496 196
Interest and rents 2,200 2,200 1,746  ( 454)
Other 23,100 23,100 41,755 18,635
280,717 280,717 318,762 38,045
Expenditures:
General Government 187,500 187,500 179,321 8,179
Less: Reimbursement from other funds ( 72,500) ( 72,500) ( 66,084) ( 6,416)
Total General Government 115,000 115,000 113,237 1,763
Public Safety -
Fire departent 38,959 38,959 54,050 ( 15,091)
Law enforcement 56,100 56,000 63,250 ( 7,250)
95,059 94,959 117,300 ¢ 22,341)
Public Works -
Department of public works 105,258 105,258 101,291 3,967
Recreational and Cultural-
Parks and recreation 3,600 3,600 21,587  ( 17,987)
Total Expenditures 318,917 318,817 353,415 (34,598)
Excess of revenues over expenditures ( 38,2000 ( 38,100) ( 34,653) 3,447
Other Financing Sources:
Advance proceeds - - 10,000 10,000
Transfers in 72,000 72,000 32,901 ¢ 39,099)
Transfers out ( 2,800) ( 2,900) ( 2,800) 100
69,200 69,100 40,101 ¢ 28,999)
Excess of revenues and other financing
over (under) expenditures 31,000 31,000 5,448 ( 25,552)
Fund Balance at beginning of year 128,844 128,844 128,844 -
Fund Balance at end of year 3 159,844 § 159,844 8 134,292 §( 25,552)
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VILLAGE OF PORT SANILAC, MICHIGAN

COMBINING BALANCE SHEET - MODIFIED CASH BASIS
NONMAJOR GOVERNMENTAL FUNDS

JUNE 30, 2004
Special Revenue Funds Total
Bark Shanty Nonmajor
Major Local County South Community Governmental
Street Street Road Ramp Center Funds
ASSETS
Cash and cash equivalents S 8,422 S 33,808 $ 69,690 3 8,082 S 34173 S 154,175
Investments 37,868 30,704 - 6,894 - 75,466
Due from state 5,812 3,288 - - - 9,100
Due from other fuds - - - - 620 620
Total Assets S 52,102 S 67,800 $ 69,690 ) 14,976 S 34793 3 239,361
LIABILITIES AND FUND BALANCE
Liabilities:
Due to other funds $ - S 4,752 S - 3 - 3 4,580 S 9,332
Fund Balance:
Unreserved -
Undesignated 52,102 63,048 69,690 14,976 30,213 230,029
S 52102 S 67,800 S 69,690 S 14,976 S 34,793 3 239,361
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VILLAGE OF PORT SANILAC, MICHIGAN

COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE - MODIFIED CASH BASIS
NONMAJOR GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2004

Special Revenue Funds Total
Bark Shanty Nonmajor
Major Local, County South Community ~ Governmental
Street Street Road Ramp Center Funds
Revenues:
Taxes by - 8§ 21612 § - 3 2,645 $ 20639 § 44,896
Intergovernmental -
State Highway Act 51 34,234 19,346 - - - 53,580
Local County Millage - - 41,051 - - 41,051
Interest and rent 599 637 - 85 7,469 8,790
Other - 30 - - 3,958 3,988
Total Revenues 34,833 41,625 41,051 2,730 32,066 152,305
Expenditures:
Current -
Public Works 36,630 32,971 20,518 - - 90,119
Recreation and Cultural - - - 1,335 16,328 17,663
Debt service -
Principal - - - - 12,500 12,500
Total Expenditures 36,630 32,971 20,518 1,335 28,828 120,282
Excess of revenues over (under)
expenditures ( 1,797) 8,654 20,533 1,395 3,238 32,023
Other Financing Sources (Uses):
Sale of asset - - 11,100 - - 11,100
Transfers out ( 1,500) ( 1,500) - - L 3,000)
( 1,500) ( 1,500) 11,100 - - 8,100
Excess of revenues over (under)
expenditures and other uses ( 3,297) 7,154 31,633 1,395 3,238 40,123
Fund Balances at beginning of year 55,399 55,894 38,057 13,581 26,975 189,906
Fund Balances at end of year S 52,102 § 63,048 69,690 3§ 14976 $ 30,213 S 230,029
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VILLAGE OF PORT SANILAC, MICHIGAN

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE - MODIFED CASH BASIS
BUDGET AND ACTUAL - MAJOR STREET FUND
FOR THE YEAR ENDED JUNE 30, 2004

Variance with
Final Budget
Final Positive
Budget Actual (Negative)
Revenues:
Intergovernmental -
State Highway Act 51 s 32,000 5 34,234 3 2,234
Interest 700 599 ( 101)
32,700 34,833 2,133
Expenditures:
Public Works -
Salaries 8,000 3,204 4,796
FICA 500 566 ( 66)
Hospitalization 5,000 5,000 -
Other fringe benefits 6,692 6,000 692
Supplies 3,000 2,302 698
Legal and professional 500 - 500
Contracted services 500 - 500
Insurance and bonds 500 398 102
Repairs and maintenance - 15,437 ( 15,437)
Equipment rental 5,000 3,721 1,279
Miscellaneous 508 2 506
30,200 36,630 ( 6,430)
Excess of revenues over (under) expenditures 2,500 ( 1,797)  ( 4,297)
Other Financing Uses:
Transfers out ( 2,500) ( 1,500) 1,000
Excess of revenues under
expenditures and other uses - ( 3,297y ( 3,297)
Fund Balance at beginning of year . 55,399 55,399 -
Fund Balance at end of year S 55,399 S 52,102 3( 3,297)
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VILLAGE OF PORT SANILAC, MICHIGAN

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE - MODIFED CASH BASIS
BUDGET AND ACTUAL - LOCAL STREET FUND
FOR THE YEARS ENDED JUNE 30, 2004

Variance with

Final Budget
Final Positive
Budget Actual (Negative)
Revenues:
Property taxes ) 23,500 S 21,612 $( 1,888)
Intergovernmental -

State Highway Act 51 17,500 19,346 1,846
Interest 1,000 637 ( 363)
Other - 30 30

42,000 41,625 ( 375)
Expenditures:
Public Works -

Salaries 9,000 4,732 4,268

FICA 500 574 ( 74)

Hospitalization 5,000 5,000 -

Other fringe benefits 6,830 6,000 830

Supplies 3,000 968 2,032

Legal and professional 500 - 500

Insurance and bonds 500 336 164

Repairs and maintenance - 10,215 ( 10,215)

Equipment rental 7,000 5,144 1,856

Miscellaneous 8,170 2 8,168

40,500 32,971 7,529
Excess of revenues over expenditures 1,500 8,654 7,154
Other Financing Uses:
Transfers out ( 1,500) ( 1,500) .
Excess of revenues over )
expenditures and other uses - 7,154 7,154
Fund Balance at beginning of year 55,894 55,894 -
Fund Balance at end of year S 55,894 S 63,048 S 7,154
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VILLAGE OF PORT SANILAC, MICHIGAN

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE - MODIFED CASH BASIS
BUDGET AND ACTUAL - COUNTY ROAD FUND
FOR THE YEARS ENDED JUNE 30, 2004

Variance with

Final Budget
Final Positive
Budget Actual (Negative)
Revenues:
Intergovernmental -
Local County Millage 3 36,500 3 41,051 S 4,551
36,500 41,051 4,551
Expenditures:
Public Works -
Repairs and maintenance 33,000 1,131 31,869
Miscellaneous 3,500 - 3,500
Capital outlay - 19,387 ( 19,387)
36,500 20,518 15,982
Excess of revenues over expenditures - 20,533 20,533
Otbher Financing Sources:
Sale of asset - 11,100 11,100
Excess of revenues and other financing
sources over expenditures - 31,633 31,633
Fund Balance at beginning of year 38,057 38,057 -
Fund Balance at end of year 3 38,057 ) 69,690 3 31,633
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VILLAGE OF PORT SANILAC, MICHIGAN

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE - MODIFED CASH BASIS
BUDGET AND ACTUAL - SOUTH RAMP FUND
FOR THE YEARS ENDED JUNE 30, 2004

Variance with

Final Budget
Final Positive
Budget Actual (Negative)
Revenues:
Franchise fees 5 3,100 3 2,645 $( 455)
Interest - 85 85
3,100 2,730 ( 370)
Expenditures:
Recreation and Cultural -
Repairs and maintenance 1,400 1,335 65
Miscellaneous 1,700 - 1,700
3,100 1,335 1,765
Excess of revenues over expenditures - 1,395 1,395
Fund Balance at beginning of year 13,581 13,581 -
Fund Balance at end of year S 13,581 S 14,976 S 1,395
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VILLAGE OF PORT SANILAC, MICHIGAN

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE - MODIFIED CASH BASIS
BUDGET AND ACTUAL - BARK SHANTY COMMUNITY CENTER
FOR THE YEARS ENDED JUNE 30, 2004

Variance with
Final Budget
Final Positive
Budget Actual (Negative)
Revenues:
Taxes $ 23,500 3 20,639 ( 2,861)
Interest 100 - (100)
Rentals 4,500 7,469 2,969
Other - 3,958 3,958
28,100 32,066 3,966
Expenditures:
Recreation and Cultural -
Salaries 3,000 2,982 18
FICA - 76 ( 76)
Supplies 1,000 2,260 ( 1,260)
Contracted services - 44 ( 44)
Utilities 5,500 6,953 ( 1,453)
Repairs and maintenance 3,200 423 2,777
Equipment rental 2,500 2,049 451
Miscellaneous 400 1,541 ( 1,141)
Debt service -
Principal 12,500 12,500 -
28,100 28,828 ( 728)
Excess of revenues over expenditures - 3,238 3,238
Fund Balance at beginning of year 26,975 26,975 -
Fund Balance at end of year 3 26,975 S 30,213 3 3,238
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VILLAGE OF PORT SANILAC, MICHIGAN

STATEMENT OF CHANGES IN ASSETS AND LIABILITIES
CURRENT TAX COLLECTION FUND
FOR THE YEAR ENDED JUNE 30, 2003

Balance Balance
July 1, June 30,
2003 Additions Reductions 2004
Assets: ,
Cash and cash equivalents 3 129 3 252,065 3 252,092 3 102
Total Assets b 129 3 252,065 S 252,092 S 102
Liabilities:
Due to other funds 129 252,065 252,092 102
Total Liabilities 3 129 3 252,065 3 252,092 S 102
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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITOR’S REPORT
ON SUPPLEMENTARY FINANCIAL INFORMATION

To the President and Members
of the Village Council
Village of Port Sanilac, Michigan

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the Village of Port Sanilac, Michigan, as of and for the year ended June 30, 2004, which
collectively comprise the Village’s basic financial statements. Those financial statements are the
responsibility of the Village of Port Sanilac’s management. Our responsibility is to €Xpress opinions on
those financial statements based on our audit.

The Village of Port Sanilac, Michigan, prepares its financial statements on a modified cash basis, which
1s a comprehensive basis of accounting other than accounting principles generally accepted in the United
State of America.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

Our audit was made for the purpose of forming opinions on the financial statements that collectively
comprise the Village of Port Sanilac, Michigan’s basic financial statements. The Schedule of Federal
Expenditures of Federal Awards presented on Page 6 is presented for purposes of additional analysis as
required by the U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations and is not a required part of the basic financial statements.
The information in this schedule has been subject to the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

/&’é 7 g . TW{;?

Certified Public Accountants

July 22, 2004

1979 Holland Avenue, Port Huron, Michigan 48060 (810) 984-3829 Fax (810) 984-8943
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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the President and Members
of the Village Council
Village of Port Sanilac, Michigan

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the Village of Port Sanilac, Michigan, as of and for the year ended June 30, 2004, which
collectively comprise the Village’s basic financial statements and have issued our report thereon, dated
August 22, 2004. We conducted our audit in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

The Village of Port Sanilac, Michigan, prepares its financial statements on a modified cash basis, which
is a comprehensive basis of accounting other than accounting principles generally accepted in the United
State of America.

Compliance

As part of obtaining reasonable assurance about whether the Village of Port Sanilac, Michigan’s
financial statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grants, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance that are required to be
reported under Government Auditing Standards.

Internal Control over Financing Reporting

In planning and performing our audit, we considered the Village of Port Sanilac, Michigan’s internal
control over financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinion on the basic financial statements and not to provide assurance on the internal
control over financial reporting. However, we noted certain matters involving the internal control over
financial reporting and its operation that we consider to be reportable conditions. Reportable conditions
involve matters coming to our attention relating to significant deficiencies in the design or operation of
the internal control over financial reporting that, in our judgment, could adversely affect the Village of
Sanilac, Michigan’s ability to record, process, summarize and report financial data consistent with the
assertions of management in the financial statements. The reportable conditions are described in the
accompanying schedule of findings and questioned costs as 04-1 and 04-2.

-2
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A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements in amounts that would be
material in relation to the basic financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control that might be reportable conditions and, accordingly, would not necessarily disclose
all reportable conditions that are also considered to be material weaknesses. However, we believe that
none of the reportable conditions described above are considered to be material weaknesses. We also
noted other matters involving the internal control over financial reporting that we have reported to
management of the Village of Port Sanilac, Michigan, in a separate letter dated August 22, 2004.

This report is intended solely for the information and use of the management and the Village Council of
Port Sanilac, Michigan, and federal awarding agency and pass-through entity and is not intended to be
and should not be used by anyone other than these specified parties.

_ o, Lrtammiat W

Certified Public Accountants
August 22, 2004
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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

To the President and Members
of the Village Council
Village of Port Sanilac, Michigan

Compliance

We have audited the compliance of the Village of Port Sanilac, Michigan, with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year ended June
30, 2004. The Village of Port Sanilac, Michigan’s major federal program is identified in the summary of
auditor’s results section of the accompanying schedule of findings and questioned costs. Compliance
with the requirements of laws, regulations, contracts and grants applicable to each of its major federal
programs is the responsibility of the Village of Port Sanilac, Michigan’s management. Our responsibility
is to express an opinion on the Village of Port Sanilac, Michigan’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about the
Village of Port Sanilac, Michigan’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination on the Village of Port
Sanilac, Michigan’s compliance with those requirements.

In our opinion, the Village of Port Sanilac, Michigan complied, in all material respects, with the
requirements referred to above that are applicable to its major federal program for the year ended June
30, 2004.

1979 Holland Avenue, Port Huron, Michigan 48060 (810) 984-3829 Fax (810) 984-8943




Internal Control Over Compliance

The management of the Village of Port Sanilac, Michigan, is responsible for establishing and
maintaining effective internal control over compliance with requirements of laws, regulations, contracts
and grants applicable to federal programs. In planning and performing our audit, we considered the
Village of Port Sanilac, Michigan’s internal control over compliance with requirements that could have a
direct and material effect on a major federal program in order to determine our auditing procedures for
the purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in
the internal control that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that noncompliance with applicable requirements of laws, regulations, contracts and grants
that would be material in relation to a major federal program being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions. We noted no matters involving the internal control over compliance and its operation that we
consider to be material weaknesses.

This report is intended solely for the information and use of the management, the Village Council of Port

Sanilac, Michigan, and federal awarding agency and pass-through entity and is not intended to be and
should not be used by anyone other than these specified parties.

,&W ; /9?“‘“”“’4 ’LW
Certified Public Accountants

August 22, 2004




VILLAGE OF PORT SANILAC, MICHIGAN

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2004

Federal Grantor/ Federal Pass-Through
Pass-Through Grantor/ CFDA Grantor's

Program Title Number Number

Expenditures

U.S. ENVIRONMENTAL PROTECTION AGENCY:

Passed Through the Michigan Department
of Environmental Quality:

Capitalization Grants for Drinking Water State Revolving Funds 66.468
State Revolving Fund Loan 7054-01

See Notes to Schedule of Expenditures of Federal Awards




VILLAGE OF PORT SANILAC, MICHIGAN

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The accompanying schedule of expenditures of federal awards includes the federal grant activity of
the Village of Port Sanilac and is presented on the same basis of accounting as the basic financial
statements. The information in this schedule is presented in accordance with the requirements of
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
Therefore, some amounts presented in this schedule may differ from amounts presented in, or used in
the preparation of, the basic financial statements. (See Note 3)

NOTE 2 - SUMMARY OF SIGNIFICANT EXPLANATIONS OF SCHEDULE:

Federal reimbursement for the Drinking Water State Revolving Fund program is a percentage of the
total reimbursements. The federal percentage has changed based on specific periods of time. The
federal portion which is reported on the Schedule of Expenditures of Federal Awards for the period
reimbursed is 68.95%.

NOTE 3 - RECONCILIATION TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS:
Since the proceeds from the Drinking Water State Revolving Fund Program are a loan to the Village
of Port Sanilac for water system improvements, the loan proceeds are reported as a liability in the
Water fund rather than a revenue and the disbursement are reported as capital assets rather than as an

expenditure,

Financial Statements -

DWRF Bond Payable $ 1,922,548
Less — State funded portion 596.951

Expenditures per Schedule of
Expenditures of Federal Awards $ 1325597




VILLAGE OF PORT SANILAC, MICHIGAN

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2004

Section I - Summary Of Auditor’s Results:

Financial Statements

Type of auditor’s report issued:

Internal controls over financial reporting:
Material weakness(es) identified?
Reportable condition(s) identified not

considered to be material weaknesses?

Noncompliance material to financial
statements noted?

Federal Awards

Internal Control over major programs:
Material weakness(es) identified?
Reportable condition(s) identified not

considered to be material weaknesses?

Type of auditor’s report issued on compliance
for major programs:

Any audit findings disclosed that are required to

be reported in accordance with Circular A — 133,

Section 510(a)?
Identification of Major Programs:

CFDA Number(s)

CFDA #66.468

Dollar threshold used to distinguish
between Type A and Type B programs:

Auditee qualified as low-risk auditee?

Qualified
yes X__no
X __yes none reported
yes X __no
yes X__mo
yes X __ none reported
Unqualified
yes X__no

Name of Federal Program or Cluster

Drinking Water State Revolving Fund Program

$300.,000

yes X _ no




Section II — Financial Statement Findings:

The following two findings are considered to be reportable conditions on internal control over
financial reporting that are not considered to be material weaknesses.

03-1

Program — This Financial Statement Finding does not have an effect on Federal Awards
Controls Over Utility Billings and Receivables

At the current time the same individual inputs meter readings, mails out billings, collects cash
receipts, and credits customer accounts. We understand that in small offices it is very difficult to
separate accounting functions.

We recommend that the duties be segregated as much as possible to improve controls.

03-2 Program - This Financial Statement Finding does not have an effect on Federal Awards

Controls over Cash Accounts

We recommend that it be considered to have the bank reconciliations performed by someone in the
Village office to allow for increased controls.

Section IIT - Federal Award Findings And Questioned Costs:

There were no Federal Award Findings and Questioned Costs required to be reported by Section
510(a) of OMB Circular A-133.

Section IV ~ Prior Year Findings:

No prior year Single Audit.
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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

To the President and Members
of the Village Council

Village of Port Sanilac

Port Sanilac, Michigan

As you know, we have recently completed our audit of the basic financial statements (modified cash
basis) of the Village of Port Sanilac as of and for the year ended June 30, 2004. As noted in the Report
on Compliance and on Internal Control over Financial Reporting, dated July 22, 2004, there were no
compliance issues or material weaknesses, however two reportable conditions that were required to be
reported under Government Auditing Standards.

As we discussed, this is the first year that the Village was audited under the new Statement of Auditing
Standards No. 99 “Consideration of Fraud in the Financial Statement Audit”, which became effect for
audits ending on or after December 31, 2003. SAS 99 put renewed empbhasis on internal control over
fraud and abuse in the workplace. It requires that we “brainstorm” on how fraud and abuse can be
committed in an entity and design tests with this in mind. The new standard also requires improved
communications with the client on possible areas of fraud and abuse. Asa result, we believe that certain
changes in your accounting and administrative procedures would enhance controls that the Village has in
place.

Controls over the Budgeting Process.

As noted in the audited financial statements, some of the expenditures of the Village exceed the
amount appropriated.

Michigan Public Act 621 of 1978 Sec. 18, as amended, provides that a Village shall adopt formal
budgets for the General and Special Revenue Funds and shall not incur expenditures in excess of the
amounts appropriated.

The Village has established procedures to detect such violations; however, there were instances
where overages occurred.

Budget amendments should be made to cover any expenditures in excess of the amounts appropriated
with all budget amendments approved by Village Council prior to the end of the fiscal year,

Controls over Allocation of Administrative Expenditures.

When preparing an allocation plan for central service costs two specific items have to be identified -
the cost that is central service in nature and the basis to be used to allocate the central service cost.

We noted that the Village allocates administrative expenditures, however, we believe that the method
of allocation should be reviewed to determine that all the administrative costs that are central service
in nature are included in the plan and that the basis for allocation is readily available and verifiable.

If this cost allocation criteria is followed, the Village will have support that the costs charged to the
various funds are reasonable and equitable.

1979 Holland Avenue, Port Huron, Michigan 48060 (810) 984-3829 Fax (810) 984-8943
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These conditions were considered in determining the nature, timing and extent of the audit tests applied
in our audit of the June 30, 2004 financial statements. We have not considered internal control since the
date of our report. It is important to remember that management is responsible for the design and
implementation of programs and controls to prevent and detect fraud.

This report is intended for the information of the management and members of the Village Council and is
not intended to be and should not be used by anyone other than these specified parties.

We wish to express our appreciation of the courtesy and cooperation extended to us during our
examination. We are available to discuss any or all of these conditions with you and to provide
assistance in the implementation of improvements.
Sincerely,
B losn, s Y beopprle
s

July 22, 2004




